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Appendix A17 

Cost-Benefit Analysis of a Monopoly/Quota 

 

 Given a domestic monopolist and a quota as in Section 90, can you work out the 

associated cost-benefit analysis?  Let us assume that someone (either foreign or 

domestic) obtains a government license for free to bring in an import quota of q4q5 on 

Figure 1 below. And let us further assume that the licensee simply turns around and 

sells the imports at domestic price Pd.  The licensee "buys low" in the world market 

at price Pw and "sells high" at Pc, making a pure profit on the difference.) 

 

 The effective demand curve facing the monopolist is shifted back by the amount 

of the quota such that q4q5 = q2q3. Imports fall from qlq3 without the quota to q2q3 with 

the quota. As can be seen on the cost benefit table below, the welfare outcome depends 

on the nationality of the licensee.  If the licensee is domestic the net national 

deadweight loss is -f-o-p. "o + p" is the usual consumer inefficiency caused by raising 

the domestic price above the opportunity cost world price.  "f" reflects the monopolistic 

fall in production of q4ql.  "f" is the gap between more efficient domestic production 

(below q1) as compared to the world and the actual price paid for the q4ql portion of 

the quota q2q3. 

 

 If the licensee is foreign, the nation loses the value of the quota as well, i.e., 

it loses -c-d-e-n in addition to -f-o-p. 

 

     Before  After   Net Effect 

     Quota   Quota   of Quota 

 

Producers    +h+g+f  +h+g+a+b  +a+b-f 

 

Consumers    +j+k+m+a+b  +j+k+m  -a-b-c-d-e-o-n-p 

     +c+d+e+o+n+p 

Someone with a license        +c+d+e+n 

Who buys at Pw and  

sells at Pd. 

 

Net if license is domestic       -f-o-p 

 

Net if license is foreign       -f-o-p-c-d-e-n 
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Figure 1 
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